
( i )  Creates a principal andor  agent relationship between 
the contractor and the manager; and 

( i i )  Sets forth the items. services. and activities to be 
provided by the manager. 

(b) Documentation demonstrates the services contracted 
for were actually delivered, were nonduplicative of other 
services rendered to the facility directly or indirectly. and the 
services were necessary to care for the residents of the 
facil i ty.  Fees are allowable only for such necessary, 
nonduplicative services to the extent they are of the nature 
and magnitude that prudent and cost-conscious management 
wouldpay. 

(3)  Allowable fees for all general management services 
of any kind referenced in this section, including cotprate or 
business entity management and board of director's fees and 
including management fees not allocated to specific services, 
are subject to a n y  applicable cost center l imit  established by 
this chapter. 

(4)A management fee paid to or  for the benest of a 
related organization shall be allowable at the lower of the 
actual cost to the related organization of providing necessary 
services related to patient care under the agreement. or the 
cost of comparable services purchased elsewhere. Where 
costs to the related organization represent joint facility costs, 
the department shall comply with WAC 385-96-534 i n  
measuring such costs. 

(5) Central office costs, owner's compensation, and 
other fees or compensation, including joint facility costs, for 
generaladministrativeandmanagementservices. including 
the management expense not allocated to specificservices. 
shall be subject to any cost center limit established by this 
chapter. 

(6) necessary travel and housing expenses of nonresi
dent staff working at a contractor's nursing facility shall be 
considered allowable costs i f  the visit does not exceed three 
weeks. 

(7) Bonuses paid to employees at a contractors nursing 
facility shall be considered compensation, 

(8) As similarly provided i n  W'AC 388-96-210 regarding 
field audits, the department shall commence to a p p l y  a 
facility's peer group median cost plus percentage limit in  the 
administrative cost area, i n  place of management fee limits 
previouslycontained i n  this section, beginning with report 
year1992. 
[Statutory Authority: RCW 7446 800 and 74.09.120. 93-19-071(Order 
3635). 5 388-96-535. filed 9/14E~3~ effectire10/15/93. statutory authority 
1987 c 476. 88-01-126 (Order 2573). 5 388-96-535, filed 11/23/87, 
statutory Authority: RCW 74.46.800 96-10-055 (Order 2372). $ 133-96
535. filed57/86.effective 7/1/96. Statutory Authority: RCW i: 09 120. 
83-19-0j7 (Order 7-025). 5 383-96-535. filed 9/16/83. 81-22-081 (Order 
1712). 385-96-535.filed Il/l/8I .  statutory Authority: RC\V 7 2  09.120 
and 74.-%800. 81-06-024(Order1613).388-96-535. filed :25/81. 
statutory authority RCW 74 09 120. 80-09-083 (Order 1527). $ 135-96
535. filed 7/?380. 79-03-020 (Order 1371). 9 388-96-535. filed :32lf79; 
Order 1261. 5 388-96-535.filed 12/30n7.] 

LVAC 385-96-543 Expense for construction interest 
Interest expense and loan origination fees relating to con
struction of a nursing home incurred during theperiod of 
construction shall be capitalized and amortized over the life 
of the facility from the date the first patient is admitted. The 
period of construction shall extend from the date of the 
construction loanto the date the facility is put into service 

388-96-535 

for patient care. not to exceed the project certificate of need 
time period. 
statutory authority 74 09 120 83-l0.%7(Order 2 0 3 ) .  5 399.96
543. filed 9/16/83. 91-?2-081 (Order 1 7 1 2 ) .  0 399-96-5-13. filed 11/4:91 
statutory author i ty RCW 74 09 120 and 7 2  16 So(3. 81466-014 (Order 
1613). $ 339-96-547. f i led 2 / 2 S / S I .  Order 1-62,  4 389-96-543, f i led 
1330f77.1 

i V A C  388-96-553 Capitalization.Thefollowing 
costs shall be capitalized: 

( I )  Expenditures for and costs of equipment, including 
furniture and furnishings, with historical cost in  excess of 
one hundred fifty dollars per u n i t  and a useful life of more 
than one year from the date of purchase; 

( 2 )  Expenditures and costs for equipment. including 
furniture and furnishings, with historical Cost of one hundred 
fifty dollars or less per u n i t  i f  either: 

(a) The item of equipment was acquired i n  a group 
purchase where the total cost exceeded one hundred fifty 
dollars; or 

(b )  The  i t em of equipment was part  of the initial 
equipment or stock of the nursing home. 

(3) EffectiveJanuary 1, 1981, for settlementpurposes 
for periods subsequent to that date. and for purposes of 
setting rates for periods beginning July 1, 1982, and subse
quently, subsections ( 1 )  and (2)  of this section shall be 
applied with the sum of five hundred dollars replacing the 
sum of one hundred fifty dollars. 

(4) EffectiveJanuary 1, 1983. for settlementpurposes 
for periods subsequent to that date. and for purposes of 
setting rates for periods beginning July I ,  1984. and subse
quently subsections ( 1 )  and ( 2 )  of this section shall be 
applied with the sum of seven hundred fifty dollars replacing 
the sum of one hundred fifty dollars. 

( 5 )  Expenditures for and costs of building. and other 
real property items. components, and improvements, whether 
for leased or owner-operated facilities, i n  excess of five 
hundred dollars and involving one or more of the following: 

(a) Increase of the interior floor space of the structure: 
(b) Increase or renewal of paved areas outside the 

structure 
(c) Exterior or interior remodeling of the structure; 
(d) Installation of additional heating. cooling. electrical. 

water-related, or similar fixed equipment; 
(e) Landscaping or redecorating; 
(f) Any change includingrepairs,whichincreases the 

useful l ife of the s t ructure  or  item i f  not a part of the 
structure by two years or more; 

(2)Any replacement or renewal of a re31 property item. 
component or improvement, whether structural or nonstruc
tural 

(6) For a leasehold improvement. the asset  sha l l  be 
amortized over the asset's usefullife i n  accordance with 
Internal Revenue Service class life ADR system guidelines 
or i n  accordance w i t h  american Hospital Association 
guidelines. 
statutory authority RCW 71 C9 120. (Order 2025:. 4 389.96
553. filed 9/16/83. 83-05-007 (Order 19l-l). 5 3%-96-553. filed 1/1/83. 82
11-MS (Order 1909). S 388-96-553.filed 5/1:,'92. statutory Authority 
RCN' 74.09 I20 and 7J.46.800 51-06-024 (Order 1613). 0 388-96-553. 
filed 2.'3/8 I. Order 1262. g 383-96-553. filed 1230/77.j 
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Lf'.AC 385-96-554 Expensing.The following COS& 

shall be expensed: 
( 1 )  Expenditures for a n d  costs of equipment. including 

furniture and furnishings, w i t h  historical cost of one hundred 
fifty dollars or less per uni t  or a useful life of oneyear or 
less from the date of purchase. 

( 2 )  Subsection (I)of this section shall not apply if: 
(a) The item of equipment was acquired i n  a group 

purchase where the total cost exceeded one hundred f i f ty  
dollars; or 

(b )  The  i t em of equipment  w a s  part of the initial 
equipment or stock of the nursing home. 

(3) EffectiveJanuary I, 19s 1, forsettlementpurposes 
for periods subsequent to that date. and for purposes of 
setting rates for periods beginning July 1, 1982, and subse
quently, subsections ( I )  and ( 2 )  of this section shall be 
appliedwiththesum of fivehundreddollarsreplacing the 
sum of one hundred fif ty  dollars. 

(1)effectiveJanuary 1 .  1983. forsettlementpurposes 
for periods subsequent to that date. and for purposes of 
setting rates for periods beginning July  1. 1984. and subse
quently subsections ( 1 )  and ( 2 )  of this section shall be 
applied with the sum of seven hundred fifty dollars replacing 
the sum of one hundred fifty dollars. 

(5) Expenditures for and costs of building and other real 
property items. components and improvements. whether for 
leased or owner-operated facilities. of five hundred dollars 
or less. 

(6) Expenditures for and costs of repairs necessary to 
maintain the useful life of equipment, including furniture-and 
furnishings, and real property items, components or improve
ments which do not increase the useful life of the asset by 
two years or more. If a repair is to the interior or exterior 
of the structure, the term "asset" shall refer to the structure. 

(7) Remaining undepreciated cost of equipment, includ
ingfurniture or furnishings or real property items. compo
nents, or improvements which are retired and not replaced, 
provided such cost  shall  be offset  by any proceeds or 
compensations received for such assets, and such cost shall 
be expensed only if  the contractor has made a reasonable 
effort to recover at least the outstanding book value of such 
assets. If aretiredasset is replaced,WAC388-96-572(3) 
shall apply and the replacement or renewal shall be capital
ized if required by WAC 385-96-553. 
statutory Authority: RCW 71 09.120 83-19-017(Order 2025). 5 388-96
554. filed 9/16/83; 83-05-07 (Order 1944). 5 388-96.554. filed 2lU83.1 

WAC 385-96-555Depreciationexpense Deprecia
tion expense on depreciable assets which are required in the 
regular course of providing patient care will be an allowable 
cost. It shall be ( 1 )  identifiable and recorded in the contrac
tor's accounting records and ( 2 )  computed using the depreci
ation base, lives and methods specified below. 
[Order 1262. 9 385-96-555. filed Ill3On7.l 

LVAC 388-96-557Depreciableassets. (1) Tangible 
assets of the following types i n  which a Contractorhas an 
economic interest through ownership or lease agreement are 
subject to depreciation: 

(a) Buildins - The basicstructure or shell and additions 
thereto. 

(b) Building fixed equipment - attachments to buildings. 
such as wiring. electrical fixtures, plumbing. elevators, 
heatingsystem. and air  conditioningsystem.Thegeneral 
characteristics of this equipment are: 

( i )  Affixed to [hebuilding andnot subject to transfer: 
and 

( i i )  A fairly long life. but  shorter t h a n  the life of the 
building to which affixed. 

(c) major mot able equipment - Such items as beds, 
wheelchairs, desks, and x-ray machines. The general 
characteristics of this equipment are: 

( i )  A relativelyfixedlocation i n  the building; 
( i i )  Capable of being moved as distinguished from 

building equipment: 
( i i i )  A u n i t  Cost sufficient to justify ledger control; 
( iv)  sufficient size and identity IO make control feasible 

by means of identification tags: and 
(V)A minimum life of approximately three years. 

Effective january I ,  1981, for settlementpurposesfor 
periods subsequent to that date. and for purposes of setting 
rates for periods beginning July I .  1982, and subsequently, 
this equipment shall be characterized by a minimum life of 
greater than one !ear. 

(d) hiinor equipment - Such items as wastebaskets, 
bedpans, syringes catheters, silverware. mops, and buckets 
which areproperlycapitalized. No depreciationshall be 
taken on items which are not properly capitalized (see WAC 
388-96-553). The general characteristics of minor equipment 
are: 

( i )  In general. no fixed location and subject to use by 
various departments; 

(ii) Small in  size and un i t  cost; 
(iii) Subject to inventory control; 
(iv) Large number i n  use; and 
(V) Generally. a useful life of one to three years. 
(e) Land improvements - Such items as paving, tunnels, 

underpasses, on-site sewer and water lines, parking lots, 
shrubbery, fences, walls, etc., where replacement is the 
responsibility of the contractor. 

(0 Leasehold improvements - Betterments and additions 
made by the lessee to the leased property, which become the 
property of the lessor after the expiration of the lease. 

(2) Land is not depreciable. The cost of land includes, 
but is not limited to, the cost of such items as off-site sewer 
and water lines. public ut i l i ty  charges necessary to service 
the land. governmental assessments for street paving and 
sewers, the cost of permanent roadways and grading of a 
nondepreciable nature, and the cost of curbs and sidewalks, 
replacement of which is not the responsibility of the contrac
tor. 
statutory authority RCW 74.09 120. 84-24-050 (Order 2172). 5 388-96
557. filed 134'34. S?-19-017 (Order 2025). 0 388-96-557. filed 9/16/83; 81
22-081 (Order 1712). 5 388-96-557. filed 11/4/81, Statutory Authority: 
RCW 74 09.120 and 74 46.800. 81-06-024 (Order1613). g 388-96-557, 
filed X S I ' S I ;  Order 1262. 5 385-96.557.filed12/30/77 J 

IVAC 385-96-559 Cost basis of land and deprecia
tion base. ( I )  For allpartialorwholerateperiodsafter 
December 3 I ,  1954, the total depreciation base of deprecia
ble assets and the cost basis of land shall be the lowest of: 

(a)Thecontractors appraisal. i f  any; 

[Title 388 \YAC-page 3621 
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( b )  The department's appraisal obtained through the 
department of general administration ofthe state of wash
ington, if any; or 

(c) The historical purchase cost of the contractor. or 
lessor if  the assets are leased by the contractor. in  acquiring 
ownership of the asset i n  an arm's-lengthtransaction. and 
preparing the asset for use, less goodwill, and less accumu
lated depreciation, if applicable, incurred during periods the 
assets have been used i n  or as a facility by  anyand all 
contractors.Suchaccumulateddepreciation istobe mea
sured i n  accordance with subsection (5) ofthis section and 
WAC 388-96-56 I ,  388-96-565, and 388-96-567. Where the 
straight-line or sum-of-the-years digits method of deprecia
tion isused the contractor: 

( i )  May deduct salvage values from historical costs for 
each cloth based item, e.2.. mattresses, linen, and draperies;

i and 
(ii) Shall deduct salvage values from historical costs of! 

I least: at 
( A )  Five percent  of the historical value for each 

noncloth item included in moveable equipment; and 
(B) Twenty-five percent of the historical value for each 

vehicle. 
( 2 )  Unless otherwise provided or limited by this chapterI or by chapter 74.46 RCW,the department shall, in determin

the depreciation depreciableI ingtotal base of a real or 
personal asset owned or leased by the contractor, deduct 

i 
depreciation relating to all periods subsequent to the more 
recent of 

(a) The date such asset was first used i n  the medical 
care program; or 

(b) The most recent date such asset was acquired i n  an 
arm's-length purchase transaction which the department is 
required to recognize for Medicaid cost reimbursement 
purposes. 

No depreciation shall be deducted for periods such m e t  
was not used i n  the medical care program or was notused 
to provide nursing care. 

(3) The department may have the fair market value of
I 	 the asset at the time of purchase established by appraisal 

through the department of general administration of the state 
of Washington i f  

(a) The department challenges the historical cost of an 
asset; or 

(b) The contractor cannot or will  not provide the 
historical cost of a leased asset and the department is unable 
to determine such historical cost from its own records or 
from any other source. 

The contractor may allocate or reallocate values among 
land. building. improvements, and equipment in accordance 
with the department's appraisal. 

If an appraisal is conducted, the depreciation base of the 
asset and cost basis of landwill not exceed the fair market 
value of the asset. An appraisal conducted by or throughthe 
department of general administration shall be final unless the 
appraisal is shown to be arbitrary and capricious. 

(4)For leased assets. the department may examine 
documentation i n  its files or otherwise obtainable from any 
source to determine: 

(a) The lessor's purchase acquisition date: or 
(b) The lessor's historical cost at thetime of the last 

~ r m ' cI o m m , h  h--* .-- .:--

I f  thedepartment is unable to determine the lessor's 
acquisition date by review of its records or other records. the 
department. i n  determining f i r  market value as of such date. 
may use the construction 331, of the facility as found in  the 
state fire marshal's records or other records, as the lessor's 
purchase acquisition date of leased assets. 

(5) For all rate periods past or future, where depreciable 
assets or landareacquired from a related organization. the 
contractor'sdepreciation baseandland costbasisshall not 
exceed the base and basis therelatedorganizationhad or 
would have had under a contract with the department 

(6) If a contractor cannot or will not provide the lessor's 
purchase acquisition cost of assets leased by the contractor 
and the department is unable to determine historical purchase 
cost from another source, the appraised asset value of land, 
building, o r  equipment, determined by or through the 
department of general administration shall be adjusted if 
necessary. by the department using the Marshall and swift 
valuation Guide to reflect the value at the lessor's acquisi
tion date. Ifan appraisal has been prepared for leared assets 
and the assets subsequently sell in  the first arm's-length 
transactionsinceJanuary I ,  1980,under subsection (S) of 
this section, the Marsha[[and swift valuation Guide will be 
used to adjust. i f  necessary, the asset value determined by 
theappraisal to the sale date. If theassetsarelocated in  a 
city for which the Marshall and swift valuation Guide 
publishes a specific index, or if the assets are located in  a 
county containing that city, the city-specificindex shall be 
used to adjust the appraised value of the asset. If the assets 
are located i n  a city or county for which a specific index is 
not calculated, the western district index calculated by 
Marshall and Swift shall be used, 

(7) For all rates effective on or after January 1, 19S5, if 
depreciable assets or landareacquired by purchase which 
were used i n  the medical care program on or after January 
I .  1980. the depreciation base or costbasis of suchassets 
shall not exceedthe netbook valueexisting at thetime of 
such acquisition or which would have existed had the assets 
continued i n  use under the previous Medicaid contract with 
the department: except that depreciation shall not be accumu
lated for periods during which such assets were not used in  
the medical care program or  were not in  use i n  or as a 
nursing care facility. 

@)(a) Subsection (7) of this sectionshall not apply to 
the most recent arm's-length purchase acquisition if i t  occurs 
ten years or more after the previous arm's-length transfer of 
ownership nor shall subsection (7) of this section apply to 
the first arm's-length purchase acquisition of asses occurring 
on or after January I .  1980, for facilities participating in  the 
medicaidprogrambeforeJanuary I ,  1980. The depreciation 
base or cost basis for such acquisitions shall not exceed the 
lesser of the fair market value as of the dare of purchase of 
the assets determined by  an appraisal conducted b y  or 
through the department of general administration or the 
owners acquisition cost of each asset. land. building. or 
equipment.  Anappraisalconducted by or throughthe 
department of general administration shall be final unless the 
appraisal is shown to be arbitraryand capricious.Should a 
contractor request a revaluation ofan asset. the contractor 
must document ten years have passed since the most recent 
arms-length transfer of ownership. As mandated by section 
- - .  - . - -
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Supplement 1 IO attachment 4.IPD, Parr I ,  Page 2f /  

Nursing Home-.Accounting-Reimbursement 388-96-565 

(3) Contractors shall depreciate building improvements 
over the remaining useful life of the building. as modified by 
the improvement. but not lessthan fifteen years. 

(4)  Improvements to leased property which are the 
responsibility of the contractor under the terms of the lease 
shall be depreciated over the useful life of the improvement. 

(5) X contractor may change the estimate of an asset's 
useful life to a longer life for purposes of depreciation. 
statutory Authority: RCW 71 16S00 .  94-12-043(Order 3737). 388-96
565.filed 5/26/94.effective6C6/91. Statutory Authority: R W  74.09.180 
and 74.46.800. 89-01-095 (Order2742). 0 388-96-565. filed 12/21/88. 
Statutory Authority. RCW 71.16.300.87-09-058(Order2485). 5 388-96
565.filed 1/20/87. Y6-10-055(Order2372). 9 388-96-565. filed 517186. 
effective7/1/86. statutory authority RCW 71 09.120.83-19-047(Order 
2 0 2 ) .  3 385-96-565. filed 9/16/83;SI-22-OSI(Order 1712). 385-96-565. 
filed I I/USI. Statuto? .Authorit!. RCW 71.09.120and71.-r6.800. 81-06
024 (Order1613).388-96-565.filed2/25/81,Order 1262. 0 388-96-565. 
filed 12/30/77.] 

\VAC 358-96-567 methods of depreciation. ( I )  
Buildings, building improvements, land improvements, lease
hold improvements, and fixed equipment shall be depreciated 
using the straight-line method. major-minor equipment shall 
be depreciated using either the straight-line method, the sum
of-the-years digits method-or declining balance method not 
to exceed one hundred fifty percent of the straight-line rate. 
Contractors which have elected to take either the sum-of-the
years digits method or the declining balance method of 
depreciation on major-minor equipment may change to the 
straight-line method without permission of the department. 

( 2 )  The annual provision for depreciation shall be 
reduced by the portion allocable to use of the asset for  
purposes not both necessary and related to patient care. 

(3) KO further depreciation shall be claimed after an 
asset has been fully depreciated unless a new depreciation 
base is established pursuant to WAC 388-96-559. 
statutory authority RCH' 71.46.800.86-10-055(Order2372). 5 388-96
567. filed 5/7/86.effective7/1/56. Statutory Authority: RCu' 74.09.120. 
74.46.840 and 74 46.800. 85-17-05:! (Order2270). 3 388-96-567. filed 
8/19/85. Statuto? Authorit): RCH'71.09 120. 81-12-081 (Order1712).
I 388-96-567. filed I1/4/81.Statutory Authority: RCW 7109.120 and 
71 46.800. 81-06.014 [Order1613). 8 388-96-567. filed 2 / 3 / 8 1 ;  Order 
1262. 5 388-96-567.filed1330177.1 

WAC 385-96-569 Retirement of depreciableassets. 
( I )  Where depreciable assets are disposed of through sale, 
trade-in. scrapping. exchange, theft, wrecking. or fire or 
other casualty, depreciation shall no longer be taken onthe 
assets. No further depreciation shall be taken on permanent
l y  abandoned assets. 

(2) Where an asset has been retired from active use but 
is being held for stand-by or emergency service, andthe 
department has determined that i t  is needed and can be 
effectively used in the future. depreciation may be taken. 

(3)  For rate setting effective July 1. 1991 throughJune 
30. 1993. i f  a medicaid contractor or lessor related to a 
lessee Medicaid contractor. as defined i n  this chapter, sells 
any or all of the nursing facility's tangible andor intangible 
assets. including. but not limitedto,land.building.equip
ment, supplies. goodwill and beds authorized by certificate 
of need, the department shall recover depreciation reimburse
mentpaid to the selling contractor or lessee related to the ... . .. . I  J . - - ..-___.-L-11 __^_. .Or  

depreciationreimbursement only to theexrenttherewas a 
gainon sale a5 defined i n  this chapter. Funher. the depart
ment shall recover depreciation reimbursement for deprecia
tion fromJuly 1, 1991 forward only. 

(-1) Recovery of depreciation reimbursement as autho
rized in  this section shall apply to all transfers of assets by 
sale on or after July I .  1991. unless pursuant to an enforce
able agreement i n  place prior to J u l y  I ,  199 I ,  andonfile 
with the department's rates management office on or before 
December 3 I ,  199 I .  

(5) Recovery of depreciation reimbursement shall be 
from the buyer whether or not such buyer operates the 
nursingfacility or is a medicaid contractor. If recovery 
cannot be made from the buyer i n  whole or i n  part. the 
amount due shall be recovered from the selling contractor or 
selling lessor related to thecontractor. If thebuyerleases 
some or all of the assets purchased to a related party or 
organization as defined in this chapter. the department may 
recover directly from such related party or organization. The 
total amount subject to recovery shall be due and payable 
immediatelyaftertransfer of the assets by sale.However, 
the department may establish a repayment schedule to 
recover depreciation reimbursement for a period not to 
exceed six months after the transfer by sale. 

(6) If repayment is not made immediately or com
menced and maintained i n  accordance with a repayment 
schedule agreeable to the department, the department shall 
deduct the recovery from the monthly payments, if any, for 
medicaid services made to the buyer, or from payments, if 
an!. made to a contractor related to the buyer as defined in 
this chapter. Such method of recoveryshall be i n  addition 
to all other means of recovering debt tothe state authorized 
by law. 

(7) The depreciation base of depreciable assets and the 
cost basis of nondepreciable assets for all partial or whole 
medicaid rate periods after the sale shall be established or 
continued in accordance with the provisions of this chapter. 
Neither shall be adjusted to reflect any liability for recovery 
of depreciationreimbursement.Uponrequest,thedepart
ment shall provide to any prospective buyer or seller of 
nursingfacilityassetsthe total depreciationreimbursement 
paid from July 1. 1991 through June 30,1993 to the selling 
contractor or lessee related to the selling lessor. 
[Statutory Authority: RCW 71.16 S o 0  and 74.09.120.93-19-071(Order 
3631). s 388-96-569. tiled 9/14\93. effective 10/15/93; 91-22-075 (Order 
3270). 5 388-96-569. filed 10/29/91. effective 11/29/91: 81-06-021(Order 
1613). 4 388-96-569. filed 2/25/81: Order 1262. 0 388-96-569. filed 
IL'?On7.] 

WAC 358-96-571. Handling of gains and losses upon 
retirement of depreciable assets settlement periods prior 
to W 8 1  and rate periods prior to 7/1/82. ( I )  For settle
ment purposes for periods prior to January 1, 1981. and for 
rate-setting purposes for periods prior to July I ,  1982. gains 
and losses on the retirement of depreciable assets either 
during the period of participation i n  the program or within 
twelvemonths following termination, shall be treated i n  
accordance with this section. 

(2)  A pain or loss on the retirement of an asset shall be 
the difference between the remaining undepreciated base and 



assst .  For purposes of subsections (3)  and ( 4 )  of this 
section, the total gain shall be reduced by one percentfor 
each month of ownership of an asset with an expected useful 
life of one hundred months or longer. For an asset with an 
expecteduseful life of less than one hundred months, total 
gain shall be reducedb) theportion thereof equal to the 
ratio of the actual life of the asset from i t s  most recent arms 
length acquisition up to the date of retirement to i t s  expected 
useful life. 

(3) If  the retired asset is replaced, the gain or loss shall 
be applied against or added to the cost of the replacement 
asset, provided t h a t  a loss w i l l  only be so applied i f  the 
contractor has made a reasonable effort to recover at least 
the outstanding book value ofthe asset. 

( 3 )I f  the retired asset is not replaced. or if the contrac
tor is terminating its contract. the gain or loss shall be spread 
over the actual life of the asset up to the date of retirement, 
provided that a loss will only be so spread i f  the contractor 
has made a reasonable effort to recover at least the outstand
ing bookvalue of the asset. The difference between reim
bursement actually paid for depreciation i n  any period 
beginning on or after January 1, 1978; and the reimburse
ment for depreciation which would have been paid with the 
base adjusted to reflect thegain or loss, will be computed. 
where the difference results from a gain. i t  shall be. recov
ered by thedepartment. where thedifferenceresultsfrom 
a loss, i t  will be added to allowable costs for purposes of 
determining settlement. 

'[Statuto;) Authority: RCW 71 09 120 and 74.16.800. 81-06-021 (Order 
16131. 9 385-96-571. filed X 5 / 5  I .  Statutory Authority: RCW 74.08.090 
and 74.09.120. 78-06-050 (Order 1300). 5 388-96-571. filed 6/1/78; Order 
1242. 5 385-96-571, filed IY30/77.] 

LVAC 385-96-572 Handling of gains and losses upon 
retirement of depreciable assets-Other periods. (1) This 
section shall apply in  the place of WAC 388-96-571 effec
tive January 1, 1981, for purposes of settlement for settle
ment periods subsequent to that date, and for purposes of 
setting rates forrateperiodsbeginningJuly 1, 1982,and 
subsequently. 

(2) A gain or loss on the retirement of an asset shall be 
the difference between the remaining undepreciated base and 
any proceeds received for, or to compensate for loss of, the 
asset. 

(3) If the retired asset is replaced, the gain or loss shall 
be applied against or added to the cost of the replacement 
asset, provided that a loss will only be so applied i f  the 
contractor has made a reasonable effort to recover at least 
the outstanding book value of the asset. 

(4)  I f  the retired asset is not replaced, any gain shall be 
offset against property expense for the period during which 
i t  is retiredand any loss shall be expensed subject to the 
provisions of WAC 388-96-553(7). 
statutory authority RCW 71 16800. 74.46.150 and 74.09 120. 93.12-051 
(Order 3555). 9 388-96-572. filed 5/26/93.effective 6/26/93. statutory 
Authority RCW 7 4  09 120 83-19.0.17 (Order 2025). 388-96-572. filed 
911683 statutory Authority: RCW 7409.120 and 74.36.800.81-06-024 
order 1613). 4 385-96.572. filed 2!25/51.] 

Lf'AC 388-96-573 Recovery of excess over straight
line depreciation. This sectionshallapplytosettlement 
, - r : . o - ,DO ....,. -,_ _  

periods prior to January 1 .  198 I .  on ly .  I f  a contractor 
terminates its contract without sellins or otherwise retiring 
equipment which was depreciated using an accelerated 
method. depreciation schedules relating lo theseassetsfor 
periods during whish the contractor participated i n  the 
programshallbe adjusted The difference between reim
bursement actually paid for depreciation i n  a n y  period 
beginningon or afterJanuary 1. 1978, and the reimburse
ment which would havebeen paid for depreciation if the 
straight-line method had been used, w i l l  be recovered bythe 
department. 
statutory,Authority. RCN' 74.09 1 2 0  83-05-007(Order 19-Lt).S 385-96
573. filed 2iJIS3. Order 1262. 3 3SS-96.573. filed IY30/77.] 

WAC 388-96-550Operatingleases of office equip
ment. Rental costs of office equipment under arm's-length 
operating leases shall be allowable to the extent such costs 
arenecessary. ordinary. and related to patient care. Besin
ning January 1, 19SS. office equipment rental costs shall be 
reimbursed i n  the administration and operations cost center. 
Office equipment may include items typically used in admin
istrative or clerical functions such as telephones, copy 
machines. desks and chairs, calculators and adding machines, 
file cabinets. typewriters. and computers However. expens
es of leasing computers may not be reimbursed i n  excess of 
ten centsperpatientday.EffectivewithJuly 1, 1993 rate 
setting, office equipment rental costs shall be reimbursed i n  
the administrative cost center. 
statutoryAuthority: RCW 74.16.800and 7:  09.120. 93-19-071(Order 
3634). 385-96-580. filed 9/1&'9?. effective 10/15/93. statutory Authority: 
RCW 74.03 120. 74.4.6.84 and 7-4.16.300. 85-17-053 (Order2270). 5 388
96-580. filed 8/19/85. statutory Authorit?: RCW 74.09.120. 84-24-050 
(Order 2171). 0 388-96-580. filed 12/1/8-l.Statutory authority RCW , 

74.46.800. 82-12-039 (Order 2\05), 4 388-96-550, filed 5/30/81.]

S a  b5h 4 5 4 Y - l l Y  
388-96-555 unallowable costs .  ( 1 )  The 
shall not allow costs i f  not documented, neces

provision of care services 

department shall include. but not limit unallow

f nonprogram items or 
ed by the department as 

in patient contribution; 
overed by the Medicaid 
medicaid nursing facility 

a1 expenditure subject 
title 42 C.F.R.) i f  the 

If  the contractor did 
f a proposed capital 

construction or acquisition 
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~ 

t i t  not in  fast made 
fair basis in  terms ! 

except paidcontractor or office, compensation for 

se and/or use of 

toward the cost of care; 

. .* .  

I ant fees in connection with a fair 
I 

Y 

operating lease costs; 
(ij) Beginningjanuary 1 .  198 

routine care: 

related to the patient activity program: 
(5) penalties and fines: 
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IVXC 3S$-96-704 Prospectivereimbursementrates. 
( 1 )  The department s i l l  determine prospective reimburse

to recipients.Eachrate 
compensation for one 

by the depart-

WAC 388-96-705 P a y m e n t  for  se rv i ces  after 
settlement when payment for senices is first made follow
ins preliminary or  final settlement for the period during 
whichthe services were provided, payment willbeatthe 
most recent available settlement rate. 

assistant services ob bough senice contract arrange
ment i n  excess of the t of compensations which would 

WAC 388-88-135: 
shall comply with all 

contained in  this chapter 
unless otherwise specified 
until a prospective rate 

[Title 388 IVAC-page .WI - .TN=APPROVAL DATE= effectiveT l V C  DATE= SUPERSEDES TS94-20 ,,. . . 



n that is required by 

administrative and operational rate; 

355-96-709 

e reduced total of licensed 
he cost report from the prior calendar year: 
the occupancy 15\51 prior to thebed reduction 
as above eighty-five percent and remains above 

tion, then the department 

[e to reflect the new asset 
the medicaid cost repon 

investment rate to reflect 

percent and changes to 
the reduction, then the 

n on investment using 
aid cost report for the 

and thenew asset basis. 

n. then the department 

rn on investment rates 
from the medicaid cost 
hat results from the 

above eighty-five 
department will recompute 

the p level; andcalculatingeighty-five occupancy 

asset basis. 
ate isbased on either 
-710. the department 
prospective rate by applying 

received budpet per 

licensed beds on the new license 

74.46 450 and 74.09.120. 93-12-051 (0torder 3 5 5 5 ) .  6 389-96-7G9. filed 
5/26/93. effective 6/26/93 1 . 

Prospectivereimbursementrate 
( 1 )  The department shall establish an 


rate for a new contractor 

( I ) ( a )  or (b) within sixty 




rate'' or the budget rate; an 

rate components of 

department shall establish rates for: 

program; and 

( i )  W A C  388-96-016 i l ) ( a ) .  information 
certificate of need: or 

---. 

\ i i )  WAC 358-96-0215( I ) ( b ) .  information provided by 
f the date the depart
in:. I f  the contractor 

contract. 

'719; and 

e's fiscal biennium i n  

or 

first year of the state fiscal biennium for which the rate is 

peer group median cost 
nursing senices cost, 
patient day 

(1995 Ed I 
TN= APPROVAL D A T E D  EFFECTIVE DATE7/1/95 SUPERSEDES TN94-20 

~. 
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nursing home-accounting-reimbursement 388-96-710 

388-96-710. filed 1/9/78 ] 

388-96-713. filed IlO/7S.] 

rates. each cotering one cost 

IVAC 385-96-717 Desk review adjustments. (1 )  The 
departmentshallanalyzeeachannualcost repon to deter
mine if  the information is correct complete. and reported in 
conformity with generally accepted accounting principles. the 
nursing home accounting and reponing manual and instruc

ment to determine whether reported information is correct 
and complete may include. bur is notlimited to: 

(a) An examination of reported costs for prior years; 
(bj Anexaminationof desk review adjustment made in 

prior years and their final disposition; and 
(c) An examination of findings, i f  any, from field audits 

of cost reports from prior years and findings, i f  any, from 
the field audit of the cost report under analysis. 

( 2 )  If i t  appears from this analysis a contractor has not 
correctly determined or reported its costs, the department 
may make adjustments to thereported information for the 
purpose of establishing reimbursement rates. A schedule of 
such adjustments shall be provided to contractors and shall 
include an explanation of the adjustment and the dollar 
amount ofthe adjustment for each adjustmentmade. If 3 
contractor believes an adjustment is in error, the adjustment 
shall be subject to review pursuant to WAC 388-96-769 and, 
if a satisfactory resolution of issues is not reached, to funher 
review pursuant to WAC 388-96-901 and 388-96-901. 

(3) The department shall accumulate data from properly 
completed Cost reports for use i n  exception profiling and 
establishing rates. 

(4) The department may further utilize such accumulated 
data for analytical. statistical. o r  informational purposes as 
deemed necessary by the department. 
statutory authority RCW 74 C9.1?0. 74..-26.810and 74.46 300. 85-17-052 
(Order2170). 4 333-96-717.filed8/19/35. statutory Authority: RCW 
74.09.120. 83-19-047(Order 2025). 8 383-96-717, filed 9/16/33.] 

ment rates shall be established or adjusted 

statefiscalbiennium (second 


